PERU

In 1998, the U.S. trade surplus with Peru was $79 million, a decrease of $108 million from the U.S. trade
aurplus of $187 millionin 1997. U.S. merchandise exports to Peru were gpproximately $2.1 billion, an increase
of $96 million (4.9 percent) from the level of U.S. exportsto Peruin 1997. Peru wasthe United States 41t
largest export market in 1998. U.S. imports from Peru were about $2.0 billion in 1998, aincrease of $205
million (11.6 percent) from the level of importsin 1997. The stock of U.S. foreign direct investment in Peruin
1997 was $2.6 hillion, an increase of 23.9 percent from 1996.

IMPORT POLICIES
Tariffs

Peru’ s most recent tariff reform went into effect in April 1997, lowering the average tariff rate from 16 to 13
percent but raising tariffs on agricultura products and imposing an additional "temporary” tariff on agricultural
goods. Under the current system, a 12 percent tariff appliesto more than 95 percent (by value) of goods imported
into Peru; a 20 percent tariff to most of the rest; while afew products are assessed rates (because of the additional
"temporary" tariffs) of up to 25 percent.

In addition to the "temporary" tariffs on agricultural goods, Peru has applied another set of “temporary” import
surcharges since 1991 on five basic commodities: whest, rice, corn, sugar and milk products, dthough in July
1998, the Government eliminated the surcharge on whegt. These surcharges are in addition to any applicable
tariff. The surcharges are calculated ona weekly basis, according to prevailing international pricesfor each
commodity, rather than the actua price of the commaodities entering Peru.

On August 1, 1997, Peru officidly rejoined the Andean Community's free trade area (FTA) -- from which it had
been absent since 1992 -- but will not fully participate in the FTA until 2005. A large proportion of trade
between Peru and the other Andean Community members, however, isdready tariff-free, and most of the
remaining tariffswill be diminated by 2002. Peru does not adhere to the Andean Community's common externd
tariff. In April 1998, the Andean Community signed a framework agreement with MERCOSUR to establish a
free trade area after the year 2000. In June 1998, Peru signed afree trade agreement with Chile, which will be
phased in over anumber of years. Peru aso has partia free trade agreements which grant tariff preferencesto
mogt Latin American countries under the Latin American Integration Association (ALADI) and is negotiating a
free trade agreement with Mexico.

Nontariff Measures

Almogt al non-tariff barriers, including subsidies, import licensing requirements, import prohibitions, and
quantitative redtrictions, have been diminated. However, the following imports are banned: severd insecticides,
firaworks, used clothing, used shoes, used tires, radioactive waste, cars over five years old, and trucks over eight
yearsold. Imported used cars and trucks that meet these age limits must pay a 45 percent excise tax -- compared
to 20 percent for anew car -- unlessthey are refurbished in an industria center in the south of the country upon
entry. Import licenses are required for firearms, munitions and explosives, chemica precursors (used inillega
narcotics production), anmonium nitrate fertilizer, wild plant and animal pecies, and some radio and

communi cations eguipment.
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Peru gpplies a value-added tax (VAT) rate of 18 percent to most products, and specia consumption taxes,
ranging from 10 to 50 percent, to certain items. Peru's methodology of applying a*consolidated rate”’ to assess
specid consumption and sales taxes on imported goods is burdensome, since the taxes are gpplied consecutively.

Under a 1992 customs reform, most import shipments above $5,000 must be pre-ingpected by contracted
supervising firms to check for possble under-invoicing. The importer pays the cost of these ingpections, which
reach as much as one percent of the f.0.b. value of the goods. Some U.S. exporters have complained of excessve
delays causad by the pre-ingpection system, athough the problem has recently improved.

GOVERNMENT PROCUREMENT

A new government procurement law was passed in August 1997, and the implementing regulations were
published in September 1998. The law crested an independent board to oversee government purchases and
contracts and authorized specia committees to be responsible for new purchases and contracts. Under the new
law, public entities must prepare an annual purchasing plan in order to promote transparency in the process.
Thereis no limitation on foreign participation in any government solicitations.

EXPORT SUBSIDIES

Peru does not provide any direct payment upon export. Exporters can, however, receive rebates of a portion of the
tariffs and value-added taxes paid on their inputs. In June 1995, the Government approved a smplified drawback
scheme, which dlows smal exporters to claim aflat five percent rebate, subject to certain restrictions.

LACK OF INTELLECTUAL PROPERTY PROTECTION

Peru does not yet provide adequate and effective protection of intellectud property rights (IPR). Peru passed two
lawsin April 1996 which improved the country's I PR regime and brought nationa laws into conformity with
Andean Community decisions, and, in June 1997, the government issued an executive decree improving severd
agpects of itsindustria property rights law. However, the Government will till need to make further
improvements to these laws -- to be in compliance with the WTO's Agreement on Trade-Related Agpects of
Intellectual Property (TRIPS) -- by the year 2000, when the trandtion period for developing countries ends. Peru
has been on the "Watch Lig" under the Specid 301 provisons of the 1988 Trade Act since 1992.

Enforcement of intellectud property rights continues to improve.  Although piracy continues to be a serious
problem in Peru, two important indexes -- those for video and software piracy -- have dropped significantly in
recent years.

Patents and Trademarks

Peru's April 1996 indudtrial property decree provides an effective term of protection for patents, prohibits devices
that decode encrypted satdllite signals, and contains other improvements, such asincreasing the term of protection
for indudtria designs. In June 1997, based on an agreement reached with the U.S. Government, the Government
of Peru published an executive decree resolving severa inconsstencies in the patent area
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between its 1996 indudtria property law and the TRIPs agreement. The Government has aso introduced
legidation confirming its decree. Peruvian law does not provide for trangtiona ("pipeling’) protection for
pharmaceutical product patents or protection againgt parale imports. Trademark violations are also widespread.

Copyrights

Peru's 1996 copyright decree is generdly consstent with TRIPSs; however, it aso contains provisions covering
reciprocity, which appear to violate the MFN provisonsin Article 4 of the TRIPs agreement. Textbooks, books
on technica subjects, audiocassettes, motion picture videos, and software are widely pirated.

Lossesto U.S. copyright owners and pharmaceutica companiesin Peru are extensive, despite improvement in
IPR protection under the new laws and better enforcement. U.S. companies have become more active in
defending their interests in Peru by retaining local representation, conducting anti-piracy campaigns and
investigations, and filing complaints with the Nationa Ingtitute for the Defense of Competition and Protection of
Intellectud Property (INDECOP!) and the courts. However, industry reports long delays by INDECOPI' s
gppellate tribuna in deciding cases. Also, on a number of occasions the appellate tribuna has severely reduced
adminigrative finesimposed by the copyright office. U.S. industry has collaborated actively with the U.S.
Embassy in gponsoring conferences and in meeting with the Peruvian Government to raise awareness of the
negetive economic impact of lax PR enforcement.

SERVICES BARRIERS
Basic Telecommunications Services

In the WTO negatiations on basic telecommunications services, concluded in March 1997, Peru made
commitments on al basic tel ecommunications sarvices, with full market access and nationd trestment to be
provided as of June 1999. Advancing that timetable by amost a year, Peru opened its tel ecommunications sector
asof August 1, 1998. Peru now alows competition in virtudly al areas of tedlecommunications, mesting dl of its
commitmentsin its WTO offer.

Financial Services

In the WTO negotiations on financia services, concluded in December 1997, Peru made broad-based market
access commitmentsin financid services -- in banking, securities, insurance and other financia services. Peru
alows 100 percent foreign ownership in subsidiaries and branches in the sector and guarantees nationa trestment.
The only reservations Peru maintained in the offer were with respect to cross border provision of financia
sarvices, with the sole exception being cross-border provison of financid data.

INVESTMENT BARRIERS

Peru has gregtly liberdized its investment regime since 1990. Nationa trestment for foreign investorsis
guaranteed in the 1993 condtitution. Foreign investment does not require prior approva, except in banking and
defenserdated indudtries. "Juridica gability agreements' are avallable to foreign investors whereby the
Government of Peru guarantees tax, foreign exchange and regulatory stability for a period of ten years.
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Investors in the mining and petroleum sectors are dso entitled to severd tax benefits. There are no redtrictions on
remittances of profits, dividends, royaties or capita.

Arbitration is a congtitutionally guaranteed aternative to the courts. The September 1993 establishment of the
Lima Chamber of Commerce's Internationa Arbitration Center has helped to inditutionalize this option. Peru dso
isadgnatory to the New Y ork Agreement on the Enforcement of International Arbitral Awards aswell as severd
other internationd dispute settlement agreements.

Rules regarding hiring foreign personnd have been liberdized, athough foreign employees till may not make up
more than 20 percent of the workforce of a company established in Peru -- whether owned by foreign or nationa
interest -- and their combined salaries may not account for more than 30 percent of the totd payroll. Services
companies, including banks, and free trade zones are exempted from these hiring limitations. In addition, a
company may apply for exemption from the limitations for foreign manageria or technica personnd.

Peru has notified to the WTO measures that are inconsigtent with its obligations under the WTO Agreement on
Trade-Related Investment Measures. The measures dedl with local content requirements in the milk and milk
products sector. Proper natification allows devel oping-country WTO members to maintain such measures for a
five-year trangtiond period after entry into force of the WTO. Peru therefore must diminate these mesasures
before January 1, 2000. The United States is working in the WTO Committee on TRIMsto ensure that WTO
members meet these obligations.
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